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The Role of Total Factor Productivity Growth in the
Non-Oil Sector Growth of the Iranian Economy

Abolfazl Shahabadi
Assisstant Professor of Bu-Ali Sina
University

Abstract

The aim of this study is to investigate the share of total factor productivity growth
(TFPG), labor force growth and physical capital growth on the value added growth
of non-oil sector by applying the Cob-Douglass production function during the third,
fourth and fifth development plans before the Islamic revolution of Iran (A*fY-\¥o#),

and during the first, second, third and forth economic, social and -cultural
development plans of I.R.IRAN (\¥#A-\¥A#). The results show that the TFP growth

rate and the value added growth rate of non-oil sector during the period of y¥fy-\vos

(v/o7.and v+/v7) and yreA-\YAS (Y/F7. and o/47), due to the lack of synthetic method

(creating the new capacities and increasing the productivity of presented capacities
simultaneously), have the severe fluctuations, respectively. Also the sources of the

growth of the non-oil sector Value Added of Iran’s economy during \vfY-\vo# are

physical capital and labor force growth, respectively. In other words, the non-oil
sector value added growth rate of Iran has conformed from the exogenous growth
model in this period. But the growth sources of the non-oil sector value added

during vy¥#A-\¥A# are physical capital, TFP and labor force growth rate, respectively,

which the reason of this object is noticeable decreasing in physical capital growth. It
seems that the basic factor of low share of the TFP growth in non-oil sector value
added growth rate in Iran’s economy is due to the choices of incorrect policies (state
control of wages, interest rate, exchange rate, energy price and price of other factors
of pproduction), that distort the relative price factors from physical comparative
abundance of factors.

Key words: TFP, Cob-Douglass production function, Labor, Physical Capital, Non-
Oil sector growth rate
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